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Supply Chain Disruptions
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Disruptions to the supply chain are not over yet
* 5 challenges facing global supply chain:

#

#

*

*

The rising cost of living — Increases in the cost of goods will impact demand which
makes it difficult for supply chain planning
Labor unrest — Increases in the cost of goods are creating a demand from workers for

wage increases. Strikes in the transportation industry (dock workers, railroad,
trucking, etc.) and continued truck driver shortages are creating additional strains in

the supply chain
Energy shortages - Increase in energy prices and a shortage of energy supply will
cause ripple effects in the global supply chains

Geopolitical uncertainty — The invasion of Ukraine has had a tremendous impact on the
global supply chains. Continued tension between the U.S. and China (Taiwan) can
continue to create disruptions, especially in the semi-conductor industry
Extreme weather - Climate change (hurricanes, droughts, etc.) have a direct impactin
the supply chain by creating delays and transportation routes challenges

*  Source: “5 Challenges facing global supply chains”, World Economic Forum. 5ept. 7, 2022
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Nearshoring
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* Nearshoring means relocating supply chains to diminish the risks from
disruptions that are currently impacting the world

* Nearshoring makes sense as the pandemic highlighted the weaknesses from
the interconnection and dependence on a fully globalized supply chain

* Regionalization is the answer, and we are seeing the positive impact of that in
the North American Region

* While many companies are taking the steps or relocating their
assembly/production facilities, they are also resourcing their parts or
components with suppliers in the region

* Some suppliers are going even further and relocating their operations to be
closer to their customers

* At this point, the relocation of the raw material supply chain is fundamental as
risks are involved in not doing so
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Nearshoring
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# Chinese manufacturers are increasingly setting their sights on Mexico
for bringing production closer to the American Market, reflecting the
higher costs of Chinese exports under U.S. tariffs and disruptions to
global supply chains due to the pandemic and other factors

* Apart from traditional destinations in Southeast Asia targeted by
Chinese producers, Mexico is becoming a new alternative, offering
proximity to the U.S., lower labor costs and access to preferential tariff
treatment under the U.S.-Mexico-Canada Agreement (USMCA)

* Although U.S. companies are relying on low-cost countries in Asia,
there is strong evidence that American manufacturers are looking to
relocate closer to home, according to a recent report by consulting
company A.T. Kearney
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Nearshoring
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#* A Kearney Survey in March 2022 found that 927% of American
manufacturing executives were positive about bringing factories
home, compared with 787 the previous year

* Among CEOs, 70% said they were assessing, planning or completing the
relocation of operations to regions near the U.S., such as Mexico,
Canada or Central America (17% said they had already moved
operations to Mexico)

* “Mexico’s biggest advantage is its proximity to the U.S., enabling
controllable logistics costs and much lower risk of supply chain
disruptions due to events like the pandemic and U.S.-China frictions”,
said He Xiaoqing, president of Kearney Greater China

* Source: “In Depth: How Chinese factories are finding their way to Mexico,
Yang Jinxi, Qu Yunxu and Du Zhihang, Caixin, July 2, 2022
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Supplier Base Development
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The manufacturing industry, has relied on the Just-In-Time (JIT) method of
production for many years

Companies are now evaluating and implementing the Just-In-Case (JIC)
method of production, which basically means to increase material
inventory levels to have available in case there is a major supply chain
disruption
Having a Just-In-Case method of production might also continue to put
ressure on supply chain disruptions as an increase in raw material
inventories might translate to additional transportation and logistics
requirements &reight, warehousespace, labor)

We will continue to see nearshoring of companies and regionalization of
the supplier base, in order to minimize the strain that supply chain
disruptions create but this will take time

Mexico will be key for nearshoring and the regionalization of the supplier
base
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Supplier Base Development
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* Supply chain disruptions are proving we need more resilient supply
chains:

*

*

*

%

%

Monitor suppliers 24/7
Source from two suppliers (75%-25%) rather than one

Map suppliers’ manufacturing, warehouse, and distribution
sites to ensure they are not all in the same region

Identify the Tier 2 suppliers that Tier 1 suppliers use for critical
parts or materials

Work with sole-source suppliers to develop alternate source
Identify and monitor sub-tier suppliers

* Source: Resilinc via Harvard Business Review (Federal Reserve
Bank of Dallas Presentation)
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Supplier Base Development
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#* The Pan-American Manufacturing Ecosystem:
* Strengthen trading partnerships with countries in North America,
Central America and South America
* Low cost suppliers ecosystem here rather than Asia
* Build a reliable, cost-effective land-based transportation network
* Resulting in:
* Jobs

* Promoting political stability in poor countries in the Americas
* Slow migration to the United States

* Source: The Case for a Pan-American Manufacturing Ecosystem by Bindiya
Vakil, Tom Linton, and Dale Rogers, June 14, 2021, Harvard Business Review
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Summary and Conclusions
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Muchas Gracias
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The information provided in this presentation is solely
the opinion of the presenter and is for informational

purposes only; it is not to be considered legally binding
or to be used as legal advice
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Office: 956-843-9004
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To Watch Video, click herbttps://youtu.be/[[[mMUXNEpUN9s]]]




